



































Figure 2

Assets and debts of Wisconsin farm operators, 1982.
Continuing farmers and voluntary exits had similar net
worth, but involuntary exits’ average net worth was
significantly lower.
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Tabie 5—Househoid income and off-farm employment in 1982 of southwestern Wisconsin farmers who

would continue to farm or exit.'

Over one-half of the involuntary exit operators were working off-farm in the initial survey, but their off-farm

income did not offset their low farm income.

Continuing Voluntary Involuntary
farm exit exit
ltem Unit operators operators operators
2 @3)
Farm operators® Percent 75.6 12.5 7.6
Household income:
Net cash farm income Dollars 15,997(3) 10,799(3) 139(1,2)
Off-farm earned income® do. 7,264 8,404 10,913
Nonfarm transfer and asset income do. 3,348(2) 6,900(1,3) 3,427(2)
Within household farm wage transfer do. 1,869(2,3) 428(1) 694(1)
Total household income do. 28,461(3) 26,531(3) 15,173(1,2)
Operator’s off-farm employment:

Percent working off-farm during 1978-81 Percent 37.0(3) 43.1(3) 67.6(1,2)
Percent working off-farm in 1982 do. 29.2(3) 36.8 52.9(1)
Hours per year Hours 1,207 1,549 1,590
Earnings Dollars 11,659 15,412 15,660

Percent of farm operators who were
married in 1982 Percent 89.3 82.5 91.2
Spouses working off-farm during 1978-81 do. 443 40.6 58.1
Spouses working off-farm in 1982 do. 37.3 "~ 34.0 45.2
Hours per year Hours 1,137 1,286 1,091
Earnings Dollars 6,639 7,186 5,889

' Numbers in parentheses refer to signficant differences between means at the 95-percent confidence level.

cash farm income of "continuing farm operators” (column 1) was different from the mean in column 3.
? The three categories do not add to 100 because the remaining 4.3 percent of the farm operators in 1982 were deceased by 1986.
* Average for all farms, including those reporting no off-farm earned income. In the rest of the table, average earnings are only for

those working.

For example, the mean net



Findings

What Were Their Farms Like?

The farms of former operators are compared with the farms of those who remained in farming,
based on their characteristics during the initial survey in 1982. The continuing farm operators
and involuntary exit operators had been farming about the same number of years and operated
a similar number of acres, but the involuntary exits generated much less farm income in 1982

than other operators.

The majority (56 percent) of the involuntary exits
started farming after 1970 (table 6). These producers
entered business during a turbulent decade of rapidly
rising land and other asset values, double-digit
inflation, widely fluctuating interest rates, and
unusually high crop prices buoyed by export
demand. Farm credit in some cases was made
available based on increased farm asset values and
not on the profitability and debt-retiring capacity of
the farm business. Farmers who borrowed during the
1970's, whether to enter farming or to expand an
existing farm business, were particularly vulnerable in
the early 1980’s, when farm commodity prices fell,
farm business income declined, and farm asset prices
slumped.

Only one-fourth of the voluntary exits had entered
farming after 1970 and two-thirds had been farming
since 1965. These producers with more years in
farming had purchased assets at much lower prices
and probably obtained relatively low fixed interest
rates. They also had more years of farming during
which to pay off farm debts than operators who
entered later. The continuing farm operators and
involuntary exit operators had about the same
number of years in farming. About 62 percent of the
continuing farmers began farming before 1970, and
38 percent after 1970. About 16 percent of the farm
businesses in the study area were organized with
multiple operators as partnerships or family
corporations.
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Involuntary exits left farms averaging 264 operated
acres, which were not significantly different in size
from the farms operated by the continuing farmers.
However, involuntary exit operators generated slightly
less than $40,000 in gross cash farm income from the
sale of farm products and almost no net cash farm
income. This was significantly less than the
continuing farmers, who generated nearly twice as
much in gross cash farm income and about $16,000
in net cash farm income. Some of these differences
may be attributable to the smaller percentage of
involuntary exits who were dairy farmers. But with
such a great difference, it is likely that those who
would later exit involuntarily were less effective as
farmers in producing farm products and generating
net income from their farm resources.

Net earnings from the farm business were even more
in contrast. The continuing farmers averaged about
$16,000 in net cash farm income; involuntary exits
averaged less than $200. The lower level of sales
from similar size farms and higher interest payments
for involuntary exit farms were factors influencing the
difference in net farm income. Voluntary exit
operators did not have significantly different net
earnings from the continuing farm operators, and
their average net cash farm income of $10,799 was
significantly higher than that of the involuntary exit
operators.



Table 6—Selected farm characteristics in 1982 of southwestern Wisconsin farmers who would continue
to farm or exit.'

The level of cash farm income was the most striking difference between involuntary exits and other operators.

Continuing Voluntary Involuntary
farm exit exit
ltem Unit operators operators operators
(1 2 3)
Farm operators? Percent 75.6 12.5 7.6
Year started farming:
Before 1965 do. 50.8 66.7 38.2
1965-69 do. 11.7 8.7 5.8
1970-74 do. 17.5 7.1 29.4
1975-79 do. 15.5 15.7 23.6
1980-82 do. 45 1.8 2.9
Mean years in farming Years 19.7(2) 26.6(1,3) 17.1¢2)
Total acres operated:
Mean Acres 308.5(2) 206.0(1) 264.2
Median do. 250.0 173.0 193.0
Gross cash farm income:
Mean Dollars 76,143(2,3) 40,300(1) 39,819(1)
Distribution:
Less than $19,999 Percent 20.0 43.9 41.2
$20,000-$39,999 do. 14.7 19.3 20.6
$40,000-$99,999 do. 41.2 246 29.4
$100,000-$249,999 do. 22.0 12.3 8.8
$250,000 and over do. 2.0 0 0
Net cash farm income:®
Mean Dollars 15,9973 10,799(3) 139(1,2)
Distribution:
Negative Percent 20.2 345 50.0
$1-$9,999 do. 21.0 255 324
$10,000-$19,000 do. 235 21.8 11.7
$20,000 and over do. 35.3 18.2 5.9
Farm type:*
Small dairy do. 33.2 31.6 41.2
Large dairy do. 38.2 24.6 14.7
Other do. 28.5 43.9 441
Type of business organization:
Sole propristorship do. 84.2 842 94.1
Partnership do. 15.7 15.8 5.9

' Numbers in parentheses refer to statistically significant differences at the 95-percent confidence level. For example, the mean years in
farming of "continuing farm operators" (column 1) was different from the mean in column 2.

2 The three categories do not add to 100 because the remaining 4.3 percent of the farm operators in 1982 were deceased by 1986.

* For farm partnerships, this amount refers to the share attributed to the operator's household.

* Small dairy farms were defined as those with gross farm sales of less than $65,000 in 1982. The distribution of farms by type (small
dairy, large dairy, and other) of the continuing farm operators significantly differed from the voluntary and involuntary exit operators.
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Findings

What Happened to Those Who Left?

About three-fourths of the voluntary farm operators still owned some farmland in early 1987,
and while the value of their assets and debts fell, they suffered no signficant reduction in net
worth. On average, the net worth of the involuntary exits declined significantly, but household

income was up to an average of $22,700 in 1986.

We explore the "before and after" characteristics of
farm operators who left farming. The "before"
information is from the 1982 survey, when the farm
operator was farming, and the "after" is from the
followup survey in early 1987, when the farm operator
was no longer operating a farm. For example,
household size and composition changed
significantly from the first survey to the followup.
Both the voluntary and involuntary groups had
changed in ways that would be expected for people
who were 4 years older than in 1982. Households
had fewer children present and were smaller.®

Financial Status

By the time of our followup survey in early 1987, the
erosion in asset values was severe. On average, the
farmers who continued to farm in early 1987 had
suffered about a $100,000 decline in the value of their
assets, mainly because of the decline in farmland
values.

About three-fourths of the voluntary farm exits in our
study still owned some farmland early in 1987. The
average assets of this group had declined about
$55,000 and they had reduced their debts by about
$12,000 during the years between our surveys (fig. 3).
Their average net worth as of January 1, 1987, was
$210,000, not significantly different from their average
net worth on January 1, 1983.7

However, about one-third of this group had sold
some farmland during the intervening 4 years, and if
they had provided seller financing they were at some
risk of not collecting from the buyer.® The value of
assets and net worth for sellers financing the sale
includes any outstanding balances from buyers.

Thus net worth would have been overstated, because
the farm property returned to them would have de-
clined in value because of the decline in land prices.

Slightly less than half of the involuntary exits retained
ownership of any farmland as of January 1, 1987.
Their assets had declined in value by about $180,000,
both from decline in the value of their farmland and
because of no longer owning farmland. The fall in
the value of assets was partially offset by a reduction
in debts from nearly $100,000 in early 1983 to just
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under $50,000 in early 1987. However, their average
net worth still decreased significantly by over
$130,000 during the 4 years, and stood at $36,500 on
January 1, 1987. In 1983 constant dollars, which
adjust for inflation using the Consumer Price Index,
average net worth declined to $32,600 for the
involuntary exits, from $168,500 in 1983. The average
value of assets declined from about $266,000 to
$75,000, and average debt was reduced by $55,000
to approximately $43,000.

The involuntary exits had increased their total
household income in 1986 by $7,500 over their 1982
level. The increase came about from substantial
increases in nonfarm earned income (fig. 4). In 1983
constant dollars, average income increased from
$15,173 to $20,288 (statistically significant at the 93-
percent confidence level).

Voluntary exits were able to maintain their 1982
income levels, although the composition of their
income changed. Their net cash farm operating
income had declined, but the loss was replaced by
increased nonfarm transfer and asset income.® Their
total household income averaged approximately
$25,400 in 1986. In 1983 constant dollars, the
voluntary exit operators’ average household income
declined from $26,531 in 1982 to $22,712 (not a

8 Unless otherwise noted, all differences between 1982 and 1986
characteristics for each group reported in the text are significant
at the 95-percent confidence level based on the t-statistic for
comparing mean differences among pairs (a paired t-test).

These amounts are in nominal dollars. This enables us to see
how much progress was made in reducing debt as farm
operators paid it off. In 1983 constant dollars, which adjust for
inflation using the Consumer Price Index, the voluntary exits
significantly reduced their debts. The value of their assets, in real
terms, also declined (statistically significant at the 94-percent
confidence level) between 1982 and 1986, but they experienced
no statistically significant reduction in net worth.

About one-fourth of all farm real estate sales during this period
were seller financed. The ensuing decline in land values made
holders of these land contracts, as well as the institutional
lenders, vulnerable to defaults by borrowers (2).

The exit from farming occurred in 1986 for some voluntary and
involuntary exit households. As they closed out their farm
businesses, some net cash farm income and farm-home wage
transfers were generated and are included in the group averages.
None of these persons would have net cash farm income in 1987,
however.



statistically significant difference). In 1986, the
average household incomes of the two groups of
exits were not significantly different.

Figure 3

Assets and debts of farm exit operators in Wisconsin.
Falling farmland values and land sales explained most
of the decline in assets.
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Figure 4

Components of income of farm exit operators in
Wisconsin, 1982 and 1986.

Higher nonfarm earned income raised total income of
operators who left farming involuntarily.
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'Average total household income was $22,719.

After they left farming, approximately 40 percent of
the voluntary exit operators and 85 percent of the
involuntary exit operators were working in 1986 (table
7). Those operators who were not working were
either retired (49.1 percent of the voluntary exit
operators) or disabled and unable to work. Over half
of the spouses in both groups were also working.

The average hours worked (for those working) were
similar for both groups of former farm operators, and
the majority of workers were employed full-time.
About a quarter of the former operators were still
working for the same employer they had worked for
while they were farming.

By increasing nonfarm earnings, involuntary exit
operators increased their total household income
from an average of $15,173 in 1982 to $22,700 in
1986. The average income in 1986 was probably
adequate to cover family living expenditures (for a
family of three persons) and make principal payments
on their remaining $48,000 in debt. Because they no
longer were farming, no funds were needed to
replace depreciating farm machinery and other
capital. Relative to their financial obligations, their
total household income was much improved in 1986
over their circumstances in 1982.

Table 7—Employment of farm exit operators and
their spouses after leaving farming, 1986.

Jobs off the farm enabled involuntary exits to raise
household income.

Voluntary exit Involuntary exit

ltem Unit operators operators
Operator:
Working Percent 40.4 85.3'
Hours per year  Hours 1,720 1,783
Earnings Dollars 15,985 14,983
Full-time? Percent 60.9 58.6
Same employer®  do. 35.0 17.9
Retired do. 49.1 2.9'
Disabled do. 10.5 8.8
Looking for work do. 0 2.9
Married as of 1986 do. 75.4 85.3
Spouse’s age Years 60.0 46.8*
Spouse’s education  do. 11.2 12.3
Spouse working Percent 51.2 69.0*
Hours per year  Hours 1,197 1,116*
Earnings Dollars 10,102 6,276"
Full-time? Percent 31.8 30.0*

' Involuntary exit operators are significantly different from the
voluntary exit operators at the 95-percent confidence level.

2 Full-time is defined as 1,600 or more hours per year.

* Percent of wage and salary workers working for the same
employer they worked for while farming.

* Estimates are based on fewer than 30 sample observations, and
statistical testing was not attempted.
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Findings

Transition and Adjustment to Farm Exit

The transition out of farming is a complex process, for it may include disposing of farm assets
and debts, searching for new employment, and moving to a new home or community. While 77
percent of the voluntary exit operators retained farmland, only 47 percent of the involuntary exit
operators did. At the end of 1986, three-quarters of the voluntary exits remained in their farm
homes, compared with only 40 percent of the involuntary exit operators.

Place of Residence After Farm Exit

When they first left farming, the majority of farm exit
operators remained in the house they had lived in
while farming (table 8). By the time of the followup
survey in early 1987, 74 percent of the voluntary exits
had not yet moved from their farming residence, but
about three-fifths of the involuntary exits had moved.
About one-fifth of all exit operators moved to a
residence in the same community as their farm.
However, almost one-third of the involuntary exit
operators had moved out of their community on
January 1, 1987, compared with approximately 9
percent of the voluntary exits. About 10 percent of all
exits planned to move in the future.

Geographic stability has benefits, but can have some
costs as well. By staying in their home communities,
particularly in the same residence, families may
minimize the stress associated with leaving farming.
The family continues to live in a familiar environment,

Table 8—Farm exit operators’ changes in
residence, as of January 1, 1987.

While most voluntary exit operators remained in the
same residence, over half of the involuntary exits
moved after they left farming.

Voluntary Involuntary
Item exit operators exit operators
Percent
Percent of operators 62.6 374
Place of residence:
Initially same farm (at time of exit) 75.4 55.9
As of January 1, 1987:
Same farm 73.7 41.1"
Moved within same community 17.5 29.4
Moved out of the community 8.8 29.4'
Plan to move in the future 12.3 5.9

'Significantly different from the voluntary exit operators at the 95-
percent confidence level.
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attend the same schools and churches, and keep the
same friends. However, persons leaving farming may
limit their employment opportunities by remaining in
the rural community.

Disposition of Farm Assets

Some farm assets, such as inventories of grain and
livestock, can readily be sold through well-established
markets in Wisconsin. Farm machinery and
equipment are often sold through an auction on the
farm premises when closing out a farm business.
However, the sale of farm real estate, particularly on
a declining market, can be a time consuming, lengthy
process. The proportion of exit operators who sold
land did not differ significantly by type of exit (table
9). About one-third of the voluntary exit households
sold some land, as did about one-fourth of the
financially stressed group.

Banks and others extending credit to farmers usually
take a lien against the property purchased with the
loan, and require a specific (but perhaps flexible)
repayment schedule. A farmer with financial stress
may be unable to make those regular principal and
interest payments. Under severe financial stress, the
farmer may have to consider selling the farm and
other assets, paying off the debts, and leaving
farming. In those circumstances, if the value of the
farm assets has fallen below the amount of the
outstanding loan, the farmer may instead negotiate to
convey the assets back to the lender, in exchange for
a complete discharge of the debt. Conveying
property back to a lender is an option used only
under extreme financial duress, and is thus an
indicator of financial trouble. Among the involuntary
exits, 18 percent conveyed land back to the seller
under a seller-financed land contract agreement, 24
percent did so with a land mortgage holder, and 3
percent conveyed ownership of machinery or live-
stock to a lender.™®

19 By definition, no persons in the voluntary exit group were
involved in such transactions, and because of the small sample of
involuntary exit operators, we did not compare the involuntary
exit operators who sold land and those who conveyed back land.



Remaining Links to the Farm Business

Although the farm exit operators were no longer
farming at the time of our followup survey in early
1987, they still had some financial obligations
remaining from their farm businesses. About one-
fourth of the voluntary exit operators and one-third of
the involuntary exit operators (not significantly
different proportions) still owed debt that could be
identified with the former farm business (table 10). Of
the voluntary exit operators who had debts, average
debt was about $44,000, compared with an average
of $120,000 for the involuntary exit operators who
had farm-related debts (significantly different at the

93-percent confidence level). About one-fifth of the
involuntary exit operators still owed some past-due
farm property taxes, and one-fifth still owed farm-
related legal fees. Relatively small numbers in both
exit groups owed capital gains taxes from the
disposition of farm property.

While about three-fourths of the voluntary exit
operators still owned some farmland, slightly less
than half of the involuntary exit operators did. But
the average holdings of both groups were about the
same-172 acres and 164 acres for the voluntary exit
operators and involuntary exit operators, respectively.

Table 9—Farm exit operators’ disposal of assets, 1982-86.

At the time of the followup survey, over three-quarters of the voluntary exit operators still owned some
farmland, compared with less than half of the involuntary exits.

Voluntary Involuntary
ltem Unit exit operators exit operators
Percent of operators Percent 62.6 374
Disposition of assets:
Conveyed land back to seller under
land contract:
Persons Persons 0 17.6
Acres Acres - 200
Conveyed land back to mortgage holder:
Persons Persons 0 235
Acres Acres - 264
Sold any land Percent 31.6 235
Acres sold Acres 154 140
Respondents owning land Percent 77.2 47.1"
Acres owned Acres 172 164

' Significantly different from the voluntary exit operators at the 95-percent confidence level.

-- = Not applicable.

Table 10—Farm exit operators’ remaining debts, as of January 1, 1987.

Over a quarter of the exit operators continued to have farm-related debt even after leaving farming.

Voluntary Involuntary

ltem Unit exit operators exit operators
Percent of operators Percent 62.6 374
Farm debt remaining after exit:

Households with debt Percent 24.6 35.3

Dollars owed (average per operator) Dollars 43,593 120,487

Past-due property taxes Percent 1.8 17.6'

Legal fees owed do. 1.8 20.6'

Capital gains taxes owed do. 5.3 8.8

'Significantly different from the voluntary exit operators at the 95-percent confidence level.
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Glossary

Assets: The sum of the value of monetary and
household assets, farmland and buildings, farm
machinery, livestock, and crops and feed.

Cash farm operating expenses: Variable and fixed
cash outlays associated with the operation of the
farm business. Excludes principal payments and
includes labor, fuel, interest payments, utilities, rent
payments, and other such expenses.

Crops and feed (as a type of asset): The
household’s share of the value of all crops and feed
on hand as of January 1, 1983 and 1987.

Continuing farm operators: The operator farmed in
1982 and continued to farm through all of 1986.

Debt: The household’s share of all farm debt owed,
accrued interest owed, and all personal and
household debt, as of January 1, 1983 and 1987.

Farm: Any business in which agricultural
commodities are produced as the major products of
that business and in which gross annual sales equal
or exceed $1,000.

Farm machinery (as a type of asset): The
household’s share of all farm machinery, trucks, and
cars, as of January 1, 1983 and 1987.

Farm operator. Person who is responsible for major
administrative and managerial functions of the farm
as well as day-to-day decisions.

Farmland and buildings (as a type of asset): The

household’s share of the value of farm real estate on
January 1, 1983 and 1987.
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Gross cash farm income: The sum of gross sales
from agricultural products, receipts from Federal farm
commodity programs, net receipts from custom work,
gas tax refunds, and miscellaneous farm-related
receipts.

Involuntary exit operators: The farm operator left
farming between 1982 and 1986 for reasons of
financial stress; the financial situation of either the
farm or the farm economy discouraged the farm
operator from farming.

Monetary and household assets: Money owed to the
farm and household; the approximate value of money
in banks, savings and loan associations, stocks,
bonds, and mutual fund shares owned by the
household; and the value of nonfarm real estate, life
insurance, and any nonfarm businesses owned by
household members, as of January 1, 1983 and 1987.

Net cash farm income: The sum of gross sales of
agricultural products, receipts from Federal farm
commodity programs, net receipts from custom work,
gas tax refunds, and miscellaneous farm-related
receipts minus cash farm operating expenses and the
original cost of livestock sold. Under this definition,
no imputed charge is made for depreciation.

Net worth: The value of assets less debt of
households on January 1, 1983 and 1987.

Nonfarm transfer and asset income: Income from
transfer payments like Social Security, and
investments such as dividends and interest.

Off-farm earned income: Primarily wages and
salaries earned by household members from off-farm
jobs. Also includes the net self-employment income
from a nonfarm business.

Total household income: The sum of net cash farm
income, off-farm earnings, nonfarm transfer and asset
income, and within household farm wage transfers,
for calendar years 1982 and 1986.

Voluntary exit operators: The farm operator left
farming during the 1982-86 period because of
perceived nonfarm occupational advantages, such as
a better job or retirement, but generally for age or
health reasons.

Within household farm-wage transfers: Transfers
from the operator of the farm business to the spouse
or other household members for work done on the
farm. They are also included as a farm operating
expense.
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Fruit and Tree Nuts (4 per year) ___ %12 %23 %33
Livestock and Poultry (6 per year plus 2 supplements) __$17 %33 %48
Livestock and Poultry Update (monthly) 815 %29 %42
Qil Crops (4 per year) 812 __$23 __ %33
Rice (3 per year) %12 %23 ___ %33
Sugar and Sweetener (4 per year) %12 %23 %33
Tobacco (4 per year) %12 %23 %33
Vegetables and Specialties (3 per year) %12 _ $23 %33
U.S. Agricultural Trade Update (monthly) %15 __$29 _ $42
Wheat (4 per year) %12 %23 __ %33
World Agriculture (4 per year) %12 %23 %33
World Agriculture Regionals (5 per year) %12 __$23 __ %33

Supplement your subscription to World Agriculture
by subscribing to these five annuals: Western Europe,
Pacific Rim, Developing Economies, China, and USSR.

For fastest service, call toll free: 1-800-999-6779
(8:30-5:00 ET in the United States and Canada)

* Use only checks drawn on U.S. banks, cash- Name
ier’s checks, or international money orders.
* Make payable to ERS-NASS. Organization
* Add 25 percent for shipments to foreign ad-
dresses (includes Canada). Address
(] Bill me. [J Enclosed is $ . City, State, Zip
Credit Card Orders: Daytime phone ( )

[] MasterCard [ ] VISA Total charges $ Month/Year

Credit card number: Expiration date;

Complete both pages of this order form and mail to:

ERS-NASS
P.O. Box 1608
Rockville, MD 20849-1608






